PROGRAM | N SUPPORT OF THE FI NANCI AL SECTOR I N EL SALVADOR

BENEFI Cl ARl ES:

BORROVER:
EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL TERVS
AND CONDI TI ONS
OF THE LOAN:

TENTATI VE DATES:

CBJECTI VES:

DESCRI PTI ON:

(ES- 0115)
(TC- 98- 08- 27- 3)

EXECUTI VE SUMVARY

Fi nanci al System Superi nt endency ( SSF)
Deposit Insurance Institution (1GD)
Securities Exchange Superintendency (SV)
Pensi on Superi nt endency (SP)

Nati onal Council of Judges (CNJ) through the
School for Judicial Training (ECI)

Republ i c of El Sal vador

Presidential Comm ssion for Mbodernization of the
Public Sector (CPMSP), with the participation of the
beneficiary entities.

MF:. (Facility 1,

nonr ei nbur sabl e) US$2, 962, 200

IDB TC | oan (OQ): US$3, 802, 000

Local counterpart: US$3, 178, 300

Tot al : US$9, 942, 500

Anortization period: 20 years

Interest rate: Vari abl e

I nspecti on and supervision: 1. 00%

Credit fee: 0. 75%

Currency: U S dol l ars (Single
Currency Facility)

Loan Conmittee: Novenber 1998

Boar d/ Donors Conmi tt ee: Decenber 1998

The general objective of the programis to contribute
to the stability and solvency of HE Salvador's
financial system by strengthening the supervisory
agencies for the financial sector. The specific
objectives are to: (i) strengthen the technical

capacity of agencies responsible for supervising the
financial sector; (ii) introduce nobdern managenent
tools within these institutions; and (iii) build a
basis for cooperation and coordi nati on between these
agencies to maxim ze the effectiveness of financial

supervision in El Sal vador.

The program consists of a series of conponents to
i nprove the capacity of the participating agencies
i ndividually, while at the same tine encouragi ng and
facilitating coordination, cooper ati on, and the
smooth flow of information between them

Conponent s fi nanced with M F resources:

(1) itnplementation of a planning and nonitoring
system (US$290, 000); (ii) human resource nanagenent
(US$543,500); (iii) strengthening managenent of the
t echnol ogi cal platform (US$360, 000); (iv) intro-
duction of international accounting principles in the
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| MPACT ON POVERTY:

PROCUREMENT
THRESHOLDS:

ENVI RONMENTAL AND
SOC AL REVI EW

Rl SKS:

financial sector (US$305,000); (v) training program
for judges and conmercial arbitrators (US$230, 000);

(vi) establishnent of t he Deposi t I nsur ance
Institution (US$405,000); (vii) strengthening of the
Fi nanci al System Superintendency (US$1, 845, 000);

(viii) strengthening of the Securities Exchange
Super i ntendency (US$405,000); (ix) strengthening of
t he Pensi on Superintendency (US$465, 000).

Conponent s fi nanced Wi th | DB resour ces
(US$3, 802, 000) : Conponent  (x) would strengthen
technol ogy management, through the devel opnent of a
short- and mediumterm technology strategy and
i nvestnment plan for the three superintendencies. The
resources supplied by the IDB for conponent (x) would
be used to carry out the investnment plan for the
noder ni zati on of technol ogi cal resources.

Not appl i cabl e.

Fol I owi ng the approach taken for other projects in E
Sal vador, international conpetitive bidding will be
mandatory for the procurenent of goods and services
in anounts above US$350, 000, and consulting services
in anobunts above US$200, 000.

The detailed program of goods and services
contracting will be defined in the operating plans.
For each operating pl an, t he correspondi ng
procurement plan will require cl earance by the Bank.

This project wll not have an inpact on the
envi ronment .

Ef fective cooperation between the program executing
agencies wll be necessary if the programis to be
successful |y executed. Problems with the decision-
maki ng process anong Superintendents could create
serious obstacles to proper program execution. Both
the Superintendents and the President of the Central
Reserve Bank of E Salvador (BCR) have expressed
support for the program Furthernore, the Conmittee
of Superintendents (CS) has already been working
effectively in its risk assessment capacity. Through

the present program the CS's work program will be
expanded. Establ i shment of the Technical Unit (UT)
and support from the CPMSP will also facilitate the

deci si on process by providing operational support and
techni cal assistance to the CS

Budget restrictions of one or several of the
coexecuting agencies nmay cause delays in program
execut i on. As nmentioned earlier, this program has
the full support of Salvadoran authorities. The
application of some of the measures may result in
savings that could be used to defray the counterpart
costs.

In the systens area, it is essential to avoid the
excessive procurenent of hardware or software that
has not been planned as part of a conprehensive
i nformati on systens strategy. The annual operating
plans will provide the main tool for mnimzing this
risk, which will nake the Bank's technical support



EXCEPTI ONS TO
BANK PQLI CY:

SPECI AL
CONTRACTUAL
CONDI Tl ONS:
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particularly inportant.

There are no exceptions to Bank poli cies.

As conditions precedent to the first disbursenment of
the TC loan and the MF TC operations, the CPNSP,
SSF, SV, SP, and ECI will: (i) designhate the
officials who  will serve as their pr ogram
coor di nat or s; and (ii) inplenent the Qperating
Regul ati ons and agreenents between the CPMSP and the
SSF, SP, SV, and CNJ.

As a condition precedent to disbursements for
establi shment of the Deposit Insurance Institution
under conponent (ix), (corresponding to the MF TC
operations) legislation nust have been enacted to
authorize the creation of this institution.



